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ABSTRACT 


The feasibility of establishing a health maintenance 
organization (HMO) on the Monterey Peninsula is examined. A 
brief history of the HMO is presented along with principles 
believed necessary for the HMO's success. Organizational 
Structures of HMOs are reviewed and some of the advantages 
and disadvantages over conventional methods are discussed. 

The advantages heavily outweigh the disadvantages. Some of 
the major legislation, both Federal and State, impacting on 
HMOs are summarized. The existing health care delivery system 
on the Peninsula is thoroughly examined to discover what 
problems exist that might be corrected by the establishment 

of an HMO. Also the effect of the possible shift of military 
mependent care to the civilian community is considered. Three 
possible HMO models are presented for consideration along with 


Suggestions for easing some of the resistance that may evolve. 
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IT. INTRODUCTION 


Americans spend more on health care than the people of 
any other nation in the world. This annual total has now 
reached approximately $70 billion or some 7% of the gross 
national product [Campbell]. This certainly makes health care 
one of the largest industries in the country. Thus, there 
exists widespread concern since it 1s widely agreed that the 
eeeld 1S now in a crisis within the United States: "It is 
painfully obvious to even the most casual observer that some- 
thing is wrong with at least the distribution of health care 
mechne United States, and probably with the production process 
Semwell."’ (Whipple, p.1] For example, the ratio of physicians 
per 100,000 population in 1973 varied from 77 in Alaska to 
429 in Washington, D.C. Facilities are similarly poorly dis- 
mmmoiced. There 1s little control over the production process, 
or even agreement on how to evaluate the cost. In many areas 
maere 1S poor utilization of the physician's time and little 
Mamoeuse Of physician extenders. The physician is therefore 
doing tasks that could be accomplished by someone with far 
less training. Many complex factors are involved in the 
cause of this crisis, not the least of which is steeply rising 
Costs. From 1966 to 1970, charges for general medical ser- 
vices rose 29% while daily hospital service prices jumped 


71% [Campbell]. 





The military health care delivery system has not been 
insulated from its share of problems. With the loss of the 
eemetimearatt the connection to the private sector's system 
and associated markets was strengthened. Costs have been 
rising and drastic changes to the structure of the delivery 
system proposed. These include the shift of dependent care 
memene private sector through CHAMPUS. This would idle por- 
tions of military facilities in various areas and cause 
Strain on the private delivery system. 

Mines authors of this paper believe that a Health Mainten- 
ance Organization is one way of meeting many of the problems 
of distribution, production and rising costs. To evaluate 
this belief, it was decided to examine the health care 
delivery system of the Monterey Peninsula in some detail, 
Mmeeate the problems that exist and present alternative HMO 
models to meet these problems. 

Part II of the thesis defines HMOs, and then traces the 
evolution and growth of the HMO concept including advantages, 
disadvantages and summaries of some of the laws that impact 
mememce eStablishment of this type of system. 

Baimtetii presents the details of the situation as it now 
exists on the Peninsula, both in terms of supply of the various 
military and civilian facilities and personnel involved in the 
delivery of health care, and problems inherent in the system. 

Part IV then describes the feasibility of actually estab- 
lishing an HMO in this area in terms of possible enrollment 


populations. In this section are presented three alternative 
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models of HMOs (one including novel use of idled military 
facilities) and a discussion of problems which may be 
encountered during the implementation of such plans. 

Finally, in Part V, the significant information is 
summarized and evaluated. While a single specific answer can- 
not be provided for the Monterey Peninsula on the basis of 
these findings, suggestions are made for further studies 


which are beyond the scope of the present effort. 
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II. EVOLUTION OF HEALTH MAINTENANCE ORGANIZATIONS 


Pee OESCUSSION AND HISTORY 

The Health Maintenance Organization (HMO) is one of the 
most discussed and written about health care concepts of 
megay. Many definitions for an HMO are found in the litera- 
ture. From these we have derived the following one which 
we shall use for the purposes of this paper: a health care 
delivery system, organized to provide a comprehensive set 
of agreed upon services for health maintenance and treatment 
mora prepaid, fixed rate for an enrolled group of people. 

The HMO comes in a variety of forms dependent on the needs 
of the community which it serves and the availability of 
resources to meet those needs. To establish an HMO may re- 
ane a Considerable expenditure of funds. The federal 
government has attempted to encourage formation of this type 
Of health care delivery by the passage of Public Law 93-222, 
Siemaedith Maintenance Organization Act of 1973, which pro- 
vides funds for the development of "qualified" HMOs throughout 
the country. However, the law specifies certain requirements 
for qualification that tends to discourage its use and thus 
counteracts its advantages. This law is explained more fully 
Mater in this section. 

The HMO is not an entirely new idea. Despite the heavy 
Peeportion Of the recent publicity,it has a long history. 


Several events have influenced the growth of the HMOs. 
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A major impetus in the eventual advancement of HMOs was 
the formation of Blue Cross and Blue Shield, as nonprofit 
insurance plans that at least partially paid for services 
but did not directly provide them. Health insurance gained 
further ground during World War I1, and these early successes 
stimulated rapid growth in the health insurance industry so 
Gree approximately 85% of the U.S. population is at least 
partially covered by some type of hospital insurance [MacLeod]. 
Another force affecting HMOs has been the recent rapid 
growth of group medical practices, some of which have formed 
the professional basis for the HMOs. The Medical Group 
Management Association (MGMA) defines a medical group practice 
fe al Organized medical group of three or more licensed 
doctors of medicine, with common facilities, actively engaged 
in the practice of medicine and who shall employ a person or 
memsons in the active supervision of its business affairs." 
[MGMA, ch. 5, p. 1] MacLeod and Prussin report that the 
American Medical Association (AMA) records show that there 
were only two such groups in the country in 1900. In 1930 
the number increased to 150, to 506 by 1943 and to 1,956 by 
H959. There were 4,189 groups in 1965 and 6,371 in 1969. If 
mimemecrend Continues, the prevailing mode of health care will 
be group practice by the 1980's [MacLeod]. There are three 
general types of group practices; single specialty, multi- 
Specialty and general practice. Each type of group offers 


advantages of combining staff and administrative services, 
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but the multispecialty group offers the additional advantage 
to both physicians and patients of ready availability of 
consultative services. 

The MGMA, in the Clinic Manager's Manual, further breaks 
down the 1969 statistics. The 6,371 medical groups were 
memposed Of 40,093 physicians. Of these groups, nearly half 
memeog) were single specialty. Multispecialty clinics (2,418) 
amemeeneral practice clinics (784) made up the remainder. 
Exhibit 1 summarizes the sizes of clinics surveyed by the AMA 
in 1969 [MGMA]. As can be seen from the exhibit, as the 
number of physicians in the group increases, the percentage 
of multispecialty groups also increases. They comprise 38% 
Memeroups of all sizes, 25% of the 3-4 physician group, 47% 
of the 5-7 size, 76% of the 8-15 size, 95% of the 16-25 size, 
meee ot the 26-49 size and 1003 of groups of 50 or more 
Mmimotcians. the statistics in this exhibit do not indicate 
a@eerend, only a picture of the situation in that particular 
year. 

The first recorded evidence of an HMO dates back to 1929 
when a prepayment mechanism was linked to a group practice 
for the Farmers Union-Cooperative Health Association in Elk 
City, Oklahoma. During the next few decades several other 
eroup practice prepayment plans (GPPPs) began operating. 
Among some of the better known plans are: Ross-Loos Medical 
Clinic in Los Angeles, California (102,000 enrollees), Group 
Health Association in Washington, D.C. (85,000 enrollees), 


the Kaiser-Permanente Medical Care Programs located in 
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California, Oregon, Hawaii, Washington, Ohio and Colorado 

feo million enrollees), the Group Health Cooperative of Puget 
Sound in Seattle, Washington (170,000 enrollees), the Health 
Insurance Plan of Greater New York (780,000 enrollees) and the 
Group Health Plan of Minneapolis, Minnesota (50,000 enrollees) 


[Ibid.]. 


Pee BASIC PRINCIPLES 
There are a number of basic principles that have evolved 
over the years for developing an effective HMO plan. 
1. Provider Responsibility 
The provider of an HMO must provide a high quality 
health care service to the enrollees at a competitive cost. 
Note the difference between this and an indemnity insurance 
program. The HMO must actually provide, not just pay for, 
mie smecessary services to maintain health around the clock, 
seven days a week to its enrollees, while the indemnity plans 
merely make full or partial payments for covered services 
when rendered to the insured by some portion of the delivery 
system at large. Even if the service required is not direct- 
imeeavallable within the HMO group, the sponsor has a contrac- 
tual responsibility to arrange for that needed service. 
eee Fepayment 
A fixed periodic (usually monthly) amount is paid in 
advance to the HMO plan by the member, or on his behalf by 
Mimenployer, Unlon trust fund, or some similar organization. 


We shall term this the "premium" throughout. The payment of 
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the premium amounts to payment in advance for delivery of health 
care services that might be required during the contract period. 
See rnysician Autonomy 

The physicians providing care under the HMO plan, 
marether a closely knit multispecialty group or a coalition 
of individual practitioners, should be autonomous in exercis- 
ing discretion in clinical matters and in providing quality 
assurance. Since the quality of care provided by individual 
physicians in the plan has an impact on the overall enroll- 
ment and costs, peer review of everyone's performance should 
lead to continual evaluation ana improvement in the quality 
of care provided. That is, within the HMO, the physicians 
themselves can organize their own system of peer review which 
is a periodic evaluation by the group of all medical proce- 
dures delivered by them to the enrollees to insure that 
certain standards set by the group are met. 

Pee cilazattron Incentive 

Instead of charging a fee for each service, the HMO 
collects a sum in advance from the subscribers for services 
to be performed in the future and compensates the physicians 
through some sort of patient capitation or straight salary 
arrangement. Capitation is a method of compensation to the 
Provider of health care whereby for each individual (or 
family) he receives a single payment covering a specific time 
period, regardless of the amount of service rendered to that 
motvrdaual or tLamily during the period [DHEW (HSM) 73-3027]. 


It therefore behooves the physician to encourage preventive 
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measures, early detection and the most efficient treatment 
Pemadtsease Since there is no financial gain in providing as 
many sophisticated services as possible. With capitation pre- 
payment there is no additional reimbursement for patients 
meopcalized or who undergo complex medical or surgical pro- 
cedures as there is in fee-for-service. The prepayment also 
encourages enrollees to see their physician more often since 
the number of visits does not increase their cost. This 
gives the physician the opportunity to stress health mainten- 
ance rather than being forced into crisis-oriented medical 
are. 
mee Dual Choice 

Dual choice is a basic part of a prepaid HMO program 
because no captives are wanted in the program, only volunteers. 
It is also necessary for qualification under the Public Law. 
Prospective enrollees should be free to select either the HMO 
ane cXisSting indemnity-type program. Giving the enrollee 
a choice of plans and the option to opt out of the HMO if he 
is dissatisfied, make:the HMOs more responsive to the members. 
The HMO services must satisfy the member or lose him to 
another plan. 

Dual choice creates a calm atmosphere during any 
enrollment period because people who are satisfied with 
their present coverage or who do not wish to disturb 
ior ine relationships with physicians, need not consider 
this new option...Employers can be at ease knowing that 
there can be a smooth transition from one type of cover- 


age to another among those employees who elect to join 
the ppgp program. [Biblo] 
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Oe Cenprehensive Coverage 
Most HMOs provide for comprehensive inpatient and out- 
patient care including diagnostic and X-ray services. Several 
other benefits such as dental, drugs, mental health, vision 
care and home care are available depending on the type of plans 
offered. (These services are required under P.L. 93-222.) 
Doctor Paul O'Rourke summarizes it well in his Richmond Model 
Gities paper, 
The innovative delivery system combines all known 
approaches to health care in a much improved pattern 
of organization which is compatible with the interests 
and convenience of patients and professionals alike. 
The emphasis is on prevention, patient education, early 
diagnosis and treatment, and the care of many illnesses 
in several environments which provide less costly care 
than in the general hospital without compromise in 
Quality of care provided. [O'Rourke, p.2] 
C. ORGANIZATIONAL STRUCTURES 
There are various organizational structures. Basically 
an HMO consists of four divisions. 
1. Basic Divisions 
a. Medical Staff 
One part is a Medical Staff to actually provide 
the health care services. When the HMO is first organized, 
mis Stati may consist of a small core of primary care phy- 
Sicians, a general surgeon, nurses, and paramedical personnel. 
Other specialist care, laboratory and radiology may be pro- 
vided by contract with existing facilities in the area. As 
the plan grows and enrollment increases, additional profes- 


Sional staff would be added and less contracting would be 


required. 
19 





& 


"A widely accepted rule of thumb is that the break-even 
point for a prepaid group practice plan is in the range of 
20,000 - 30,000 enrollees.'"' [DHEW (HSA) 74-13009]. More 
will be said about this later in the thesis. For 20,000 
enrollees the optimal physician requirements, according to 
an HEW survey, for a small hospital or non-hospital based 
plan would include: 

Clie WaeMMecicmiatHONeTS .  . 5 « « « 6 se 6 

HIG Oe NSS CS My 

MemueaeiemGMalNSe a 3 lcs. os sss se lw wl 
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CemcmamolrOeO@MS | 5 5 . s « . s « « « O 
Services to be provided by contract would include orthopedic 
Surecons, urologists, ENT, dermatologists, psychiatrists, 
anesthetists, ophthalmologists, pathologists and allergists. 
[BHRD/RAS 74-192] HEW 

b. Administrative Organization 

Another part is an administrative organization to 

@eenrainate all the elements of the HMO. For example, this 
meeht be a medical group, a private not-for-profit corporation, 
fepuivate for-profit organization, a labor union, a medical 
eenool, a consumer co-op, etc. This organization may be very 
autonomous or may provide an overseeing board composed of 
members of the professional staff, the enrollees and the 
administration as required to qualify under PL 93-222. This 
administrative organization would be responsible for fiscal 


Somenol, personnel policies, provision perhaps by contract 
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for those services not physically provided by the plan such 
as specialists, lab and X-ray services, hospital beds and 
the physical facilities in which to provide primary care and 
the routine administrative tasks. <A marketing arm to sell the 
paogram, Yecruit new subscribers and provide public relations 
services may be part of the administrative organization or it 
Mayebe completely separate. 
CeO s Dit d lebeds 

A third part is the provision of hospital beds. 
Most existing HMOs are hospital based, that is, a hospital is 
the center of operations. Building of a hospital as part of 
an HMO requires a high initial capital outlay that will need 
a large enrollment over which to distribute the cost before 
the break-even point can be reached. Nan-hospital based 
HMOs may contract with existing hospitals for beds if such 
are available, eliminating the high initial capital outlay 
and allowing the HMO to reach the breakeven point with a 
smaller enrollment. Medical foundations also are non-hospital 
based. they are controlled by city, county or state medical soci- 
eties, and collect an annual fee covering subscribers hospitai- 
ization and basic medical services. Subscribers to the plan 
arrange for care with a member physician who in turn bills 
the foundation on a fee-for-service basis. Hospital bed 
arrangements in this case are handled by the physician again 


Pwminatine the high initial capital outlay. 
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dae Consumers 
The fourth and perhaps most important part is the 
consumer or enrollee. Without them there is no HMO. Their 
role in the organization may be limited to payment of premiums 
and consumption of services or they may be very active in 
policy making on the board of control. 
aoe Models 

These parts may be combined in different ways for a 
variety of models. Carstens and Whipple [pp. 11,12] delineate 
five possible types of HMOs: 

1. A HMO operated by a profit making enterprise 

which pays doctors on a fee basis and independently 
owned hospitals on a cost for service basis. (A Con- 
solidated Medical Systems type plan.) 

2. A non-profit HMO which establishes a fee basis 
aemeparticipating doctors and compensates hospitals on 
a cost for service basis. (A San Joaquin Foundation 
for Medical Care type plan.) 

3. An independently owned HMO operating on a non- 
profit basis which owns its own plant and directly 
employs its staff. (A Kaiser type.) 

4. <A non-profit community-labor HMO operating its 
Syme tacilities and employing its own staff. (A Martinez, 
California plan.) 

S. A profit making HMO employing its own staff and 
Menlizineg Local hospitals on a cost-of-service basis. 

(A Califomia Medical Group type plan.) 

Thus, the physician may be paid on one of a variety 
of bases. A traditional fee-for-service plan might be used, 
Straight salary within minimum and maximum patient load 
limits, capitation as defined previously or possibly a combin- 


ation. The advantages of capitation have been discussed 


Previously. 
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D. ADVANTAGES OF HEALTH MAINTENANCE ORGANIZATIONS 

There are posited advantages of HMO type care over non- 
HMO care. 

1. Hospitalization and Surgery Reduced 

A study by the U.S. Department of Health, Education 
and Welfare, involving 8,000,000 Federal employees and bene- 
ficiaries who had a choice between indemnity health insurance 
or an HMO, consistantly revealed lower hospital utilization 
and fewer surgical procedures among HMO patients. The hospi- 
talization rate for HMO enrollees was less than half that of 
those covered by conventional health insurance programs [MacLeod, 
pe 445]. 

Because of the cost differentials, any time care can 
be given on an outpatient vice inpatient basis there will be 
Beeseving in cost. When patients are hospitalized they require 
hotel type services plus that of professional nursing staff on 
a twenty-four hour basis, rather than the smaller number of 
inputs or resources required by outpatient or ambulatory care. 

A comparison of in-hospital surgical procedures during 
1968 between Blue Shield's broad-coverage benefit plan and 
GPPP's showed a more than 150% higher tonsillectomy rate for 
Blue Shield than for GPPP. Female surgical procedures revealed 
9.Z per thousand annually for Blue Shield as compared to 4.8 
memorer. Figures for all surgical procedures showed 75 per 
thousand members for Blue Shield and 34 per thousand for 
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Thus, the comparative studies that have been made 
strongly indicate that prepaid group practice plans 
help contain inflation in medical-care costs, lower the 
total cost of medical and health-care services to the 
individual enrollee and clearly reduce unnecessary 
hospitalization and elective surgery without sacrific- 
ing the quality of care. [MacLeod, p. 442] 


The money HMO's save on hospital costs can result 
in lower overall medical expenses for subscribers. A 
recent study in California showed that total medical 
costs for one year among families subscribing to two 
HMO's in the Los Angeles area were $124 less than those 
for families with Blue Cross-Blue Shield. Members of a 
new HMO at Columbia, Md., purchase a representative 
package of medical and hospital coverage for $169 less 
than it would cost with a typical insurance policy. 
[Consumer, p. 758] 

There are two factors in an HMO that exert controlling 
influences on hospitalization rates. Roemer states that the 
most effective mechanism seems to be the bed supply. It has 
been suggested that HMOs provide beds on the basis of 1 per 
1000 enrollees. Another factor is the frequent use of salary 
or Capitation payments to physicians which eliminates extra 
payment for extra services such as surgery or hospital visits. 
Diagnostic admissions would be limited and patient stays would 
be shortened by both of these factors. Carstens and Whipple 


compared admission rates (See Exhibit 2) among three groups 


in San Diego County and their results confirm this position. 


COMPARATIVE ADMISSIONS PER 1000 ELIGIBLES 


Weoe Navy @ 2... 140 

heamsere co. 2 . . LO 

Prue "ross ... 260 
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irs position was also verified by a comparison of utilization 
by Federal eipeey ees covered by Blue Cross/Blue Shield vice 
meose covered by a prepaid plan [Reidel, pp. 18,19]. 
Z. ikme¢reased Preventive Care 
An HMO emphasizes preventive care and early detection 
of diseases thus in some cases avoiding more serious illnesses 
fiche future. 


mcm UlnawerSity oOo: California School of Public Health 
Studied whether patients in two established HMOs in 
Southern California received more preventive services 
than did fee-for-service patients. Hospital and medical 
records were traced for physical checkups, well-child 
examinations, Pap smears, chest X-rays, routine rectal 
examinations, blood tests for syphillis and immunizations. 
The investigators computed a "preventive service index" 
which ranged from zero {no service) to 1.0 (maximum pro- 
Vision of preventive services). The higher the number, 
the more services a patient received. The index was 
.348 for commercial insurance subscribers, .404 for Blue 
Cross-Blue Shield members and .452 for HMO patients. 


Another study reviewed the frequence of physical 
examinations among a controlled population in Alameda 
Mouncy, California. While 58% of the men enrolled in 
a local Kaiser-Permanente plan had such a check-up in 
the preceding year, only 43 to 46% of those with 
conventional policies had one. Among women, the score 
was 63% for HMO members versis 49 to 57% for conventional 
Pmicurance subscribers.  {Consumer]. 

A study of the Health Insurance Plan of New York (HIP) 
comparing death rates of Old Age Assistance recipients receiyv- 
ang care from HIP with a similar age group receiving care 
under the traditional fee-for-service showed the HIP patients 
had a 13% lower death rate ([Ibid. ] 

Seeeeconomies Of Scale 


The centralized structure of an HMO cannot only save 


money in bulk purchase of drugs and supplies and the common 
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use of expensive equipment, but can save time and adminis- 
meactive headaches through a central record system. Also 
having available at one location the services of family prac- 
tioners and specialists would reduce transportation expense 
and time lost from work and delays in treatment due to 
Mencrrals. ihe patient is thus also the beneficiary of the 
combined medical knowledge of the HMO physicians as a result 
Seethe frequent professional interface and informal consulta- 
tions on problem cases. Referring to advantages of group 
medical practice MGMA says, "The cooperative association of 
a group of physicians with the attendant benefits of the free 
exchange of ideas, consultation, and conference is the 
number one advantage.''  [MGMA, ch. 5, p. 3]. Among medical 
economists, there is little agreement on a method of studying 
and analyzing the hospital and medical cost functions to 
determine whether or not economies of scale exist. Berki has 
summarized the entire controversy in this way, ''depending on 
the methodologies and definitions used, economies of scale 
Sealst, May exist, may not exist, or do not exist, but in any 
misceeaccording to theory, they ought to exist." [Berki, 
fee Lis}. 

(eeouUdTty Assurance 

Recently the Group Health Association of America (GHAA) 

surveyed a group of 45 HMOs for the Federal Government. The 
results showed that 19 of the 45 HMOs sampled “required board- 
Bemrvrreation or board-eligibility of their doctors," 


ionsumer, p. 760} A “board certified" specialist 1s a 
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physician who has completed a course of advanced study and 
Peretice in his chosen field as prescribed by the specialty 
group and passed a special state medical board exam. A 
"board eligible" physician is one who has completed the 
wemaneed Study and is “eligible" to take the special state 
board exam. In 11 of the 45 HMOs surveyed, staff physicians 
had "teaching responsibilities on a hospital faculty, which 
often indicates a continuing interest in medical education 
and developments.'' [Consumer p. 761]. The GHAA also found 
that 32 of the 45 HMOs in its survey had: 
Formal programs in whch doctors regularly review one 
mouler Ss work...A quality assessment committee at the 
mroup Health Association of Washington, D.C., for 
example, reviews the records of 40 patients every two 
meeks to check doctor performance. Kaiser-Permanente 
sends a team of physicians from one of its medical 
centers to another each month to review records. [Ibid. | 
Another plus for HMO quality assurance found by the GHAA 
Survey was that "Thirty seven of the 45 HMOs surveyed had 
either subscriber representatives on the board of directors, 
a consumer advisory council, or a formal grievance committee 
that included consumer representatives." [Ibid.] This type 


SmpaGrticipation gives consumers an effective voice in policy 


matters. 


E. DISADVANTAGES OF HEALTH MAINTENANCE ORGANIZATIONS 
There are some possible disadvantages to the HMO. We 
have indicated that there is a financial incentive for a 


fee-for-service physician to provide too many services. 
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1. Provision of Too Few Services 

On the HMO side of the coin, the incentive may be to 
provide too few. More of a physician's time and effort is 
required to care for a patient in the hospital and cuts down 
Sieene number of persons he can care for in the clinic. He 
may therefore be tempted to treat a patient too long as an 
Outpatient. He may also tend to hurry through his appoint- 
ments to see more patients and if, as at Kaiser, there is a 
bonus at the end of the year if costs are kept down, he may 
not order all of the lab and X-ray studies needed for accurate 
diagnosis. 

Fortunately, there are checks against following that 
@venue. First, since enrollees can opt out of the plan, they 
would leave the HMO if they felt they were not receiving 
adequate care, secondly there is the matter of malpractice 
Suits, and thirdly a neglect of basiccare would increase 
Meepatalization, thus draining the profits which are the 
incentive for more efficient care. The first and second, of 
course, depend on the consumers’ awareness of what is 
maeduate care and of what is grounds for a malpractice suit. 
mets the responsibility of the HMO to educate its members 
jmeearding what they should expect from the organization. 

Pee etiincation or Choice of Physicians 

Ve an,eciemm 1) coneept limits a member's choice of 
physician and hospital to those included in the plan (except 
for referrals). Some people have a great deal of faith in 


their family physicians and the personal relationship they 
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have with him. Weinerman, in a paper written in 1964 indi- 
cated that although there was overall satisfaction in patient 
attitude toward prepaid group practice plans, there were 
many complaints abaut the impersonality of the doctor-patient 
meeametonship in a Clinic setting. 
In general, the various investigations of attitude 

of group health members suggest much appreciation for 

the technical standards of group health care but less 

satisfaction with the doctor-patient relationship itself. 

mone Way Or another patients report disappointment 

Prime tne Geeree Of personal interest shown by the doctor 

and with the availability of his services when requested. 

hoeh mere rarely is the criticism of the quality or the 

economics of group health care. [Weinerman, p. 886] 
fee QUALIFIED" HMO UNDER PL 93-222 

In December 1973, Congress passed the act which presented 
in detail the requirements which a health delivery system (in 
Particular an HMO) would have to meet to qualify for Federal 
financial assistance. There are three types of financial 
assistance offered. First is provision of grants and contracts 
for HMO feasibility studies under Section 1303. Funds are 
not available to for-profit organizations under this section. 
Secondly, in Section 1304 there is a provision for grants, 
contracts and loan guarantees for planning and for initial 
development. In this case, loan guarantees are available to 
for-profit groups if they are designed to serve a substantial 
proportion of the medically underserved. Section 1304 also 
Beaquires that a minimum of 20% of the grants be for rural or 


non-metropolitan areas. Finally, loans and loan guarantees 


Meemprovided for initial operating costs of HMOs; as before, 
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fmomeproLit Organizations can qualify only for loan guarantees. 
The purpose of the loans in this section (1305), is to meet 
the amount by which costs exceed revenues in the first 36 
months of operation. By that time it is expected that the HMO 
Should break even. The restriction of 20% being from rural 

Or non-metropolitan areas exists in this section. The 
Monterey Peninsula would probably be considered as a non- 
metropolitan area since the Office of Management and Budget 
defines it as one which contains no city whose population 
eeeceds fifty thousand population. In all of these financial 
Grants is the stipulation that "not less than 30 percentum of 
its members will be members of a medically underserved popu- 
Miedon.' (Section 1303) Before any grant can be approved, 
the HMO must provide an evaluation of support from the 
community -- potential consumers, sources of operating support 
and professional groups. Grants would also be correlated 
with the Comprehensive Health Planning agencies. 

The health care services which must be provided are listed 
mmeoections 1301 and 1302. Basic health services include 
physician services, inpatient and outpatient hospital services, 
emergency services, short term outpatient and crisis inter- 
vention mental health services, medical treatment and referral 
foreabuse of or addiction to alcohol and drugs, diagnostic 
laboratory and diagnostic and therapeutic radiologic services, 
home health services and preventive health care. Supplimental 
health services include intermediate and long term care, vision 
care, dental care, extended mental health services, long term 


Physical medicine and rehabilitation, and prescription service. 
30 





A basic health services payment covers the previously listed 
"basic'"' services and payment for the "supplemental" services 
would be an extra payment. 

Payment for the chosen level of health care is to be 
made on a periodic basis regardless of the usage level, in 
other words, payment is made even if no services are used and 
the same payment is made if frequent use is required. This 
is the difference between prepayment and fee-for-service 
medicine. The amount of the payment is also not dependent 
@methe frequency of usage and is to be based on a community 
rating system. Provision is made for the use of a co-payment 
feature as long as it does not constitute a barrier to use of 
the system. Co-payment refers to such type of payment as a 
deductable. Or it may be a nominal payment for each office 
femt tO discourage possible overuse of the facilities. 

The law provides that health care services (basic 
and supplemental) be available twenty four hours a day, seven 
days a week for service, "when medically necessary". (Section 
imwie (bi, (4))2 This would not mean that the HMO be open 
and fully staffed all the time but that provision be made at 
Meast for medical evaluation of the need for care. 

The operations of the HMO must be fiscally sound and 
memean Obtain insurance to cover patients whose expenses in 
any one year exceeds $5000 and for services provided by neces- 
eae to 1ts members by sources outside the organization. It 
must enroll a broad demographic representation of the popula- 


Rioneexcept that not more than 75% of its potential enrollment 
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population can be from the medically underserved unless the 
HMO is also in a rural area. To be designated as "medically 
underserved" would require action on the part of the Secretary 
of HEW. The HMO must have a 30 day open enrollment period 
once a year and accept new members as they apply unless it can 
demonstrate a potential economic disaster due to a very high 
utilization group which would be likely to enroll, or if it 
would not be able to comply with the broad representation 
requirement. Section 1307 includes Medicare and Medicaid 
recipients as potential members and states that they may be 
offered fewer benefits than regular members. This seems 
Contrary to the intent of the HMOs to provide better care to 
its members rather than less, md these are high need and 

often underserved people. 

For the protection of the members, the HMO may not 
expel or refuse re-enrollment because of usage level or 
Maeweeaestatus. The members must be represented on the policy- 
making body of the HMO, including adequate representation of 
the medically underserved. Procedures for hearing and resolv- 
ing grievances between members and providers, and for assuring 
the quality of the services provided must be incorporated into 
Mme OrvaniZational structure. Medical social service assist- 
ance must also be available to the members. The Secretary of 
HEW is empowered for the protection of the members to take 
Meron against any HMO that does not provide prescribed ser- 


Vices, even when not federally funded. 
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Arrangements must be made for continuing education 
of the professional staff which also enhances the quality of 
the care provided. 

Seteisit eat eantmcmmer rFeports must be prepared to be 
forwarded to and reviewed by the Secretary of HEW. These 
reports would probably not be much different from the regular 
irancial and service reports that the HMO would make to its 
members. This is another aid to guarding the rights and 
privileges of the members. 

Section 1310, which can be referred to as the dual 
Saemee provision, has aroused some concern, especially in 
Wmnons that provide health care to their members through a 
health and welfare fund. The section mandates that where a 
Moareried’ HMO is located, employers of over 25 people 
Pimemeottfer the HMO as an option. On the surface it seems 
Father innocuous, but clarification is required to make it 
Peescible for the untons to act as surrogate for employers to 
pay for the health plans where the health and welfare funds 
exist. Also, many of these plans have quality assurance 
mechanisms established. There would be no problem as long as 
freenMO's quality assurance program meets or exceeds those 
of the unions, but certainly the unions should expect nothing 
ess. 

Pimally, the Federal law preempts state laws that inhibit 
Srepronmibit the development of these federally funded HMOs and 
makes it possible to organize them in states where it was not 


possible before. 
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fee tnie MEDI-CAL REFORM BILL OF 1971 (PHP LAW) 

Mme hedi-CaleRetorm Bill of 1971 was an attempt by former 
Governor Ronald Reagan to reduce Medi-Cal costs by changing 
the fee-for-service system of claim reimbursement to a pre- 
paid financing system. It encouraged the formation of pre- 
Daid units called "Pre-Paid Health Plans" or "PHPs", and 
Tssued contracts to them allowing a PHP to enroll up to a 
certain maximum number of Medi-Cal eligibles within a specific 
geographical area. The PHPs were paid in advance a monthly 
fee for each enrollee to provide that enrollee's health care 
needs. fo create competition, PHPs were sometimes assigned 
to the same or overlapping areas. The "prior authorization" 
meee Tequiring Medi-Cal eligibles to get prior approval 
meometne State before they could receive certain kinds of 
Meeatments, was dropped for PHP enrollees. The same was true 
for the provision restricting patients to two doctor visits 
and two prescriptions per month unless authorization was 
Peamtea by the State to exceed that number. 

We feel that Governor Reagan's intentions were good and 
his ideas sound. His program appears to have failed because 
Saepoor initial planning and lack of proper administration. 
iiesplan appears to have been greatly abused leading to news 
ieaalines hinting at scandal. Governor Brown shortly after 
his inauguration ordered a moratorium on PHP contracts and 
has ordered an investigation of the system. A new two year 
Study to reassess the value of California's prepaid Medi-Cal 


health plan has been undertaken. 
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H. PROFESSIONAL STANDARDS REVIEW ORGANIZATIONS UNDER 
ee 92-603 


In 1972, Public Law 91-603 was passed by the Congress, 
meoepromote the effective, efficient and economical delivery 
@menealth care services of proper quality for which payment 
Maybe made under this Act" (Section 1151), that is, the 
social Security Act. This means that any HMO which wishes 
to include Medicare and/or Medicaid patients in its enrollment 
would be required to submit its records and practices to the 
focal Professional Standards Review Organization (PSRO). The 
United States is divided into areas in which PSROs are 
designated -- usually state or county medical societies. In 
mipeestacte having three or more local PSROs there is also a 
Statewide Professional Standards Review Council (SPSRC) which 
coordinates the activities and disseminates information and 
data among the local PSROs. Institutions and individuals who 
are not satisfied with determinations by the local PSRO can 
appeal to the SPSRC. There is also a National Professional 
Standards Review Council (NPSRC) which provides technical and 
professional consultative assistance to both state and local 
organizations. 

iiiesduties Of the local PSRO are threefold. 

1. To review professional activities to determine whether 
fae Services provided are or were medically necessary; if the 
quality meets professionally accepted standards of care - 
established by the PSRO - and if they were provided in the 


Mest appropriate and efficient place. For instance could 
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inpatient care have been provided on an outpatient basis 
just as effectively? 

2. To provide advance determination of the necessity of 
emective admissions, extended care or costly courses of care, 
aad tO determine and publish for the information of the local 
physicians a listing of the types and kinds of cases to be 
considered. Hopefully, this would eliminate or at least 
diminish unnecessary admissions, also one of the aims of the 
HMOs. 

BS. lo arrange for maintenance and review of profiles 
@eecare and services to be utilized for establishing and 
Semanmeing Standards of care to reflect new knowledge. These 
profiles would be developed for varying disease entities and 
mataent differences. 

The membership of the PSRO is made up of physicians or 
Peteopaths duly licensed to practice in the area and with 
Sedat privileges on at least one hospital in the area. fhey 
may not review the records of any patient they have been even 
partially responsible: for or a hospital in which they have 
Beart privileges. 

meene PGRO finds a provider to be failing in a substantial 
number of cases to give proper care or who has demonstrated 
Peeinwidkiingness or lack of ability to do so, this provider 
may be excluded from eligibility for reimbursement for care 
maven. Each case is reviewed by the SPSRC and the Secretary 
meh) prior to this decision. The violator may also be subject 


to a fine. If he is dissatisfied with the handling of the 
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Case and the decision he may subject the case to judicial 
ev Lew. 

The Monterey County Medical Society at this writing is in 
mremprocess of establishing a PSRO for the County. At 
present 56% of the local physicians have asked to be enrolled 
and this number is expected to reach 70% before implementation 
of the plan. Membership of the actual review board of the PSRO 
will be on a rotation basis and according to the expertise of 
the physician. Hospitals will maintain their own review board 
Under the supervision of the County PSRO. Implementation is 


expected within the next two or three months. 
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Peery we LABLEITY AND ACCESSIBILITY OF HEALTH CARE 
FACILITIES ON THE MONTEREY PENINSULA 
When we refer to the Monterey Peninsula we mean the area 
which includes Marina, Sand City, Seaside, Fort Ord, Del Rey 
Oaks, Monterey, Pacific Grove, Pebble Beach, Carmel and 


wanmmel Valley. 


Peo PLY OF HEALTH CARE FACILITIES AND PERSONNEL 
1. Physicians and Dentists 

ints ee has a total of 180 physicians and 101 
femests. Exhibits 3 and 4 show a breakdown of specialties 
and subspecialties by area. As can be seen from the exhibits, 
most of the specialists in both medicine and dentistry are 
concentrated in Monterey. Marina is entirely without medical 
facilities and personnel but three dentists are available. 
In addition, the physicians in Monterey are concentrated in 
an area within approximately three blocks of Monterey 
Mespital, Ltd. 

Our research indicates that there are three medical 
groups practicing on the Monterey Peninsula. These are 
groups that satisfy the MGMA definition previously quoted. 
Two are multispecialty groups, one in Pacific Grove, the other 
in Monterey. 

In an attempt to evaluate the adequacy of the physician 
population on the Monterey Peninsula, a maldistribution index 


was Calculated for each specialty and for general practice. 
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PHYSICIANS - Specialties and Subspecialties on the Monterey Peninsula 


Specialty Area Monterey Carmel Pacific Seaside Carmel 
Grove Valley 

Pediatricians 

General 6 D2 

Cardiology 1 

Allergy 1 
Internal Medicine 

General I 2 3 

Cardiology 2 2 

milergy i JL 

Hepatology AL 

Gasteroenterology i 

Geriatrics J 

Endocrine and 

Weight Control ub a 

Pathology 4 
Radiology 2 6 
surgeons 

General 8 1 

Thoracic and 

Vascular 3 

Neuro- 3 

Orthopedic yi 1 

Plastic 2 il 

Vascular 1 I 
Oncology 1 
OB-GYN 16 1 
Anesthesia 8 
General Practice 12 5 2 2 3 
Genito-Urinary 5 
Eye S) 
Family Practice 6 3 1 1 
Neuro-Psychiatry 

Neurology de 

Psychiatry 9 6 1 3 
Dermatology 5 
ENT 2 

Primary Care Physicians 

General Practice 2 5 2 2 3 
General Internal 

Medicine -2 2 2 
Family Practice 6 3 aL Jt 
General Pediatrics 6 2 
OB-GYN 16 il 

EXHIBIT 3 
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DENTISTS On the Monterey Peninsula 


Carmel 
General ale 
Orthodontist* 2 
Children 
Periodontist 


Oral Surgery 


* Two of these dentists have 


Monterey Seaside Paciaac Marina 
Grove 
uy Ly 9 7 3 
8 2 
2 il 
3 
3 


Oprices Ine two Cities. 


EXHIBIT 4 
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Ie aero uEOrcmDhy Sl elas Of 


eD00 : Specialties on Peninsula 
MI = ——- ue = total number of physicians 
S Crasmececialt ves ine URS. 
AOS Sie U0 126,000=population of Peninsula 


AUS USe,0U0 ==“ populacien Of Uso. 


memeenine specialties, the index was greater than 1, indicating 
ome cessS Compared to the rest of the U.S. Four specialties 
and General Practice were equal to 1, and three were less than 
1 showing a comparative deficit. The results are shown in 
Pept 5. The number of physicians per 100,000 population on 
Mgemeeninsula is 143. Exhibit 6 shows this ratio for all the 
Seates. 

2. Hospitals 

ites renansula also has three hospitals, Community, 

Monterey Ltd., and Silas B. Hayes Memorial Army Hospital at 
bent Ord. Community is a voluntary, not-for-profit, acute, 
general hospital, governed by a 15 member board of trustees 
and directed by an administrator who works closely with the 
Meesitdent of the Medical Staff and the President of the 


meeeetiiary Staff. See Exhibit 7. 


COMMUNITY HOSPITAL 


Board of Trustees 


Administrator 









[President Medical Staff| 





President Auxiliary| 


EXHIBIT 7 
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Maldistribution Index for Specialties represented on the Peninsula 


Greater than l - 


Equal to l - 


Less than 1 - 


* Includes Family Practice 


Anesthesiology 
Neurosurgery 

Eye 

Orthopedics 
Plastic Surgery 
Neuro-psychiatry 
Thoracic Surgery 
Urology 
Dermatology 


General Practice* 


Internal Medicine 
Pediatrics 

OB-GYN 

Radiology 

ENT 

Pathology 


General Surgery 
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Mieeene hospital's 170 physicians on the medical staff, thirteen 
are based at the hospital. The remainder have private solo or 
SmOup practices at other locations on the Peninsula. The hos- 
pital has approximately 500 employees plus 325 regular active 
volunteers and some 70 student volunteers. It presently has 
a 172 bed capacity with a usual 86% [Booz] occupancy rate. 
iiemmospital boasts an X-ray department with a linear acceler- 
ator and a nuclear camera, a laboratory, six operating rooms, 
am emergency department with three emergency operating rooms 
aoe Oour treatment rooms, a pharmacy, a mental health center, 
a physical therapy department, two delivery rooms, two 
Mumeseries, a ten room intensive care unit with special facili- 
meesetoOr Live coronary patients, a diet kitchen and an out- 
femerent recovery area. 

ive Monterey Hospital, Ltd. is an acute, for profit, 
general hospital, governed by a seven member board of directors 


elected by the shareholders. See Exhibit 8. 


MONTEREY HOSPITAL LIMITED 


[Board of Directors} 


{ Administrator 


President | 
Medical Staff} 


en Director Assistant 
: . ke Comptroller 
Nursing Service| Administrator 


EXHIBIT 8 
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Under the Board of Directors, the hospital is managed by the 
administrator with the President of the Medical Staff who 
reports directly to the Board of Directors on medical matters. 
miere are three full time physicians based at the hospital, 
plus the same physician staff as the Community Hospital. 
Virtually all the physicians on the Peninsula have privileges 
at both hospitals. The corporation hires some 180 employees 
Gemsupport its services which include medical and surgical 
Sarre, coronary and intensive care, emergency room, diagnostic 
X-ray, a laboratory and a pharmacy. The hospital has an 86 
bed capacity, but only has about a 51.2% [Booz] occupancy 
meee wi Recent articles in the Monterey Peninsula Herald 
indicate that negotiations are underway for the sale of the 
hospital to Eskaton, a Sacramento based health care 
organization. ) 

The Silas B. Hayes Memorial Hospital at Fort Ord is a 
felecary hospital providing much the same services as the 
other local acute general hospitals, but primarily for the 
Nesatary personnel in the area and their dependents, as well 
meetor military retirees and their dependents. Not all 
dependents of military active duty personnel and retired 
military and their dependents use the Fort Ord Facility how- 
ever. A substantial number avail themselves of the Civilian 
Health and Medical Program of the Uniformed Services (CHAMPUS). 

Champus is a Congressionally funded program de- 

Signed to provide families of uniformed service per- 


sonnel and service retirees an alternative to medical 
Semen inetie military and Public Health Service 
N 
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facilities. Beneficiaries may receive a wide range of 
civilian health care services with a significant share 


of the cost paid for by the Federal Government. 


[California Blue Shield PR917 60M 1/73] 


Seeeconvalescent and Skilled Nursing Care Facilities 


Mitecheouanemilineeiinsam Care tacilities on the Penin- 


sula providing convalescent and skilled nursing care. 


The 


nursing homes are listed in Exhibit 9 with their locations, 


the number of beds and the occupancy rates. 


NAME LOCATION 
Monterey Convalescent Monterey 
Skyline Convalescent Monterey 
Driftwood Monterey 
Ave Maria Convalescent Hospital Monterey 
Beverly Manor Carmel 
Carmel Convalescent Hospital Carmel 
Hilborne Hacienda Seaside 
Carmel Valley Manor Carmel Valley 
Pacific Grove Convalescent Pacific Grove 

Total beds 

EXMIBIT 9 


Skyline and Driftwood receive only about 50% of their 


from Medicare and Medi-Cal. The others average about 


BEDS ECOCCURANGY 


93 
9S 
77 
30 
he 
65 

8 
28 
oud 


ome) 


75% 
86% 
90% 
100% 
100% 
90% 
70% 
64% 
98% 


fees 


80% from 


these sources. With the occupancy rates so high, a problem 


Seemexist im contracting for sufficient convalescent care beds. 


The Kaiser-Permanente group in its Northern California region 


Mes 22 Of its beds designated as rehabilitation beds. 


A plan 


on the Monterey Peninsula could probably contract with which- 


ever unit had an available bed on an individual basis as a 


need arises, 
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4. County Health Department 
The Monterey County Health Department provides a wide 


range of services at their branch office in Monterey. These 
services include an Immunization Clinic, a Venereal Disease 
eiente, a Child Health Nursing Clinic and a Problem Preg- 
manmey Clinic. This branch office also provides a very compre- 
hensive mental health program which includes the following: 

Mental Health Clinic: crisis help, counselling, 
individual/group therapy, medication 

Alcoholism Clinic: individual/group counselling, 
meeormation and referral, medication, 24-hour help line 

[ImuGenbuse Clinie: drug antormation and referral, 
Soumselling, Methadone maintenance treatment. 

Miomecunty mms 1M precess, @2tC this writing, of con- 
Structing a new health and welfare building in Seaside which 
as expected to provide much the same services as the Monterey 
meanch. 

peeeocner Sources 

tieselyenclated to the County's Mental Health Program 
are agencies such as Agape House in Seaside and the Monterey 
Peninsula Youth Project. These provide counselling services, 
meisis intervention and other like services. 

In accordance with Public Law 89-749, California has been 
divided into 12 planning areas each with its own comprehensive 
health planning agency with the authority to develop and carry 
out their arcawide comprehensive health plan. The Monterey 


Peninsula is covered by the Mid-Coast Health Care Planning 
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Association (MCHPA) which has all of Monterey County as well 
Bewoa) Benito and Santa Cruz Counties under its jurisdiction. 
Miecneir First Plan for Health", MCHPA determined that by the 
year 1979, the Monterey Peninsula would have a need for 17 
more acute hospital beds and 18 more long term beds [Mid-Coast, 
Woe li|. This indicates that there is not a critical need 
for more beds at the present time. MCHPA also indicates that 
according to the State Plan for Hospitals, and calculated on 
the basis of the December, 1973 population, the Monterey 
Peninsula is in need of two organized outpatient facilities. 
An outpatient facility is classified as organized when there 
is 
"a) specifically designated space assigned for use 
primarily for the diagnosis and treatment of ambulatory 
patients; and 
b) which includes a reasonable scope and volume of 
services, including at least the following: 
1) facilities for examination of patients by a 
Miystelan Or dentist; 
meclinical laboratory; 
3) diagnostic X-ray; and in 
c) which medical practitioners are members of an 
organized medical staff providing a community service on 
a regularly scheduled basis." 
The provision of another County Health Department Branch as 
imdicated above will partially meet the need for one of these 


Swenatient facilities. 
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bee PROBLEMS IN THE PENINSULA'S EXISTING HEALTH CARE 
db ERY OY oT EM 


1. Fragmentation of Services 

A family often must go to several places for health 
Game services. Because of complexities of bureaucratic organ- 
Mmeaaclons and financing, places of service may differ accord- 
ing to the patient's ages, the type of disorder, or the type 
of service needed. Remedial and rehabilitative services are 
often located in different agencies from acute services, and 
Children must be taken to a separate clinic for immunizations. 
Essential services are frequently distant, and a whole day 
may be used in transportation and waiting and the intricacies 
of the system itself. 

On the Monterey Peninsula, for instance, there are no 
physicians in Marina (see Exhibit 3) therefore for these 
/meoraents to see a primary care physician they must travel an 
average of 6 miles to Seaside and for specialty care at least 
10 miles to Monterey. As can be seen from Exhibit 3, most of 
the specialists are concentrated in Monterey and therefore 
solo practice physicians in outlying areas must send their 
referrals there. Also, most laboratory work has to be done 
at other than the physician's office. There is, as mentioned 
Sanpiiter, a County Health Clinic in Monterey and another under 
onstruction in Seaside, For greater understanding of this 
Situation, see the maps in Appendix. 

Another aspect of this problem is that of transpor- 


tation from one city to another. There is bus service on a 
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fairly regular basis among them, but frequent transfers are 
necessary. Taxis are available but they are relatively 
Sepensive. therefore, unless the patient or his family has 


amcalr, Or has access to one, the problem is considerable. 


DISTANCES FROM CITY CENTERS 


PAC eC AS IGGwEs hE Gar cis aa 4 “So yee! m4 6 

Marina - Cass Street, Monterey ..... 10 

Pactaic Grove - " € ree Siew, 

Carmel - e & Tea eee ite 4.7 

Garmelwvalley — id cy eee TLE 

Peastac —- ‘ . or 4 
EXHIBIT 10 


fee back of Attention to Prevention and Outreach 
Today in our society we have the knowledge and ability 
to prevent many non-infectious as well as infectious diseases 
through systems of health screening, dental programs, mental 
health programs and comprehensive family care, "Typically, 
private practitioners and health care institutions define as 
patients those who seek their services; they neither foster 
eiery into the system nor reach out to assess the needs of 
Meoad population groups." [fDaniels, p. 93] 
Dr. O'Rourke strongly recommends an outreach program 
consisting of, 
Workers recruited from the community who know how 
the community works to help families to know about and 
use health services better by explaining what services 


are available, what the benefits are and assisting with 
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transportation, language or anything else which benefits 
Mrcopatlenteu [© Rourke, p. 11, Appendix I, and personal 
miterview on 27 January 1975, Sacramento] 
The Booz, Allen and Hamilton Seaside study also recommended 
community outreach workers in the same pattern. 
5. Impediments to Entry 
Robert J. Daniels in writing about this problem 
e@ates, 
Pitg@rebility requirements are frequently unclear. 
hiem Services are needed, the client's eligibility may 
be uncertain and the institution or professional offering 
the services cannot be sure of reimbursement. Lack of 
information about entering and using the system, embar- 
rassing or punitive qualification procedures, and dis- 
Criminatory attitudes are among the common obstacles. 
[Daniels, pp. 92,93] 
In our research on the Monterey Peninsula we have not 
Found Uncertainty of eligibility of a patient who presents 
feetcelt tor treatment to be a significant problem, at least 
moe from the standpoint of the provider. Interviews with 
physician receptionists have indicated that most patients 
that present themselves for treatment have positive identifi- 
aaron tor the particular health plan for which they qualify. 
Prethere is doubt, the appropriate agency is contacted. In 
no case would a patient in immediate need of care be turned 
away. However, we have no definite figures on how many 
potential patients fail to present themselves because they 
are ignorant of their eligibility for care. Alan Samuels 
implied in an interview that this figure might reach 4000 
in Seaside alone. This number includes those who are above 


mimes poverty line but who just cannot afford regular insurance 


premiums. 
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4. Financial Considerations 
In a health care plan using a fee-for-service model, 
where compensation is received after the service is delivered, 
the complexities of our bureaucratic system often delay pay- 
ment. The red tape and late reimbursement can cause financial 
difficulties for the health care professional or institution 
and make planning ahead awkward. Interviews with those 
Peemoonne!l concerned with billing procedures in selected repre- 
femedtive Monterey health care facilities indicated a lag time 
Mieamiywhere from four weeks to a year in collection time. It 
frominceresting to note that those facilities utilizing compu- 
terized billing procedures reported a lower incidence of over- 
due bills with an average return of 30 to 90 days after bills 
were submitted. As an example of costs for this type of 
Poeetone, Bank of America rates are as follows: 
$75.00 per billing per month 

nV weper accounc on file per month 

-50 per statement printed 

foo) pes new account 

Mie pereaddnetonaienew patient 
weed to this are postal fees plus the initial fee for convert- 
ing an existing manual system. Other providers of this service 
charge comparable fees. 

If the health facility maintains a manual system, it 

not only must hire someone to do the bookkeeping, but most 


Provide office space for the bookkeeper and necessary files. 
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iieocseeracrigtics involved with State and County pro- 
grams indicated they required much more complicated procedures 
than the insurance plans. At best, any "after the fact" 
billing procedures clearly will require more manhours in 
clerical work than a prepaid system. Hester explained that 
Poeepayment would offer savings to the state and Federal 
governments by reducing the administrative load of individual- 
meee Medicaid and Medicare claims. This same advantage 
would seem to apply to the health plan. 
wees ttitude of Recipients 
Monterey County recently hired the firm of Booz, Allen 
and Hamilton, Incorporated, to survey and evaluate the medical 
Semuadee and facility needs of the City of Seaside. At a 
Meecring held at the Seaside City Hall for the presentation of 
tne report to the community, it was perceived by the authors 
mae tne Citizens felt the study did not show the true needs 
of the community, that the people who are in greatest need 
were somehow left out of the survey. These perceptions may 
iomesiave been factual, BUT THE MERE FACT THAT THEY WERE 
Pee boolLD) INDICATES THAT THE CITIZENS ARE NOT SATISFIED WITH 
iifetR PRESENT SITUATION. 
Mmeenouch recipients of health, welfare, and educa- 
tional services, encouraged by the growing possibility 
of social changes, have become more demanding about their 
needs and desires and more able to express their feelings 
about shortcomings of the current system, many recip- 
1ents continue to be depressed and discouraged about 
their present and future prospects. Such discouragement 
Merenmerosters a discontinuous use of the system: Ihe 


client gives up after episodic use of a service in a 
mepsucmand 1s "lost" until the next crisis. [Daniels, 


p. 93] 
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See back Of Availability of Services 


This consists of several problems. One problem is 
related to a necessity for working people to take time off 
to go see their physicians for routine health care. Few 
physicians hold office hours beyond five or six o'clock. 
iets iorces people who work during the day to make difficult 
decisions among unsatisfactory alternatives. They may take 
time off from work, they may go to an emergency room in the 
evening or they may hope they get well without any profes- 
sional treatment. 

A study of emergency room services at Monterey 
m@spital, Ltd. indicates that 52% of the patients treated 
could have been treated in doctor's offices or by telephone 
consultation. They average about 325 patients per month. 
According to the head nurse these non-emergency visits are 
fairly evenly distributed around the clock. She estimated 
that approximately 2% of the patients had called their pri- 
vate physician and come in at his request, were met and 
treated by him. This would indicate that there are other 
reasons for the excessive use of the emergency room. Per- 
haps there is a certain "glamour" or excitement attached to 
having been treated there. There also are people who do not 
now who to contact or how to contact the system. 

A similar study done at Community Hospital shows 
mat only 15-20% of their emergency room treatments are true 
emergencies. They average between 1200 - 1400 visits per 


month. The head nurse estimated that 15-30% came in at the 
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request of their private physician and met him to be treated. 
ane high Pet mono cilenfpency VISiIts was attributed partly 
to the transient and tourist populations. 

The authors interviewed the Executive Director of 
the Mid-Coast Comprehensive Health Planning Association, Mr. 
Alan Samuels. When asked what were some of the ummet health 
@are needs on the Peninsula, he replied that although third 
party payments, such as health care insurance plans, Medicaid 
and Medicare put health care services within the economic 
reach of more people than ever before, there are still members 
of the population who are not being reached. These can in- 
clude those who do not qualify for Medicaid or Medicare but 
still cannot afford expensive health insurance programs. 
Also, that segment that either does not know they are 
eligible for care or does not know how to use the system. 

Mr. Samuels indicated a need for an outreach by community 
health workers to provide education, patient follow-up and 
day care programs. 

fiuci cost ot Health Care 

As mentioned earlier, the typical fee-for-service 
structure of health care creates incentives for some doctors 
to provide unnecessary or questionable services, particularly 
when an insurance company will pay for some or all of the 
bill and simply pass on the costs in the form of higher pre- 
miums. At the expense of the taxpayer, health care services 


have been put within the economic reach of many of the 
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mation's poor through Medicaid and of our senior citizens 
through Medicare. 

Claims for health care cost on the Peninsula are paid 
in accordance with the "usual", "customary" and "reasonable" 
(UCR) concept. The criteria used is the provider's indi- 
vidual charge as determined by a history of his past billings 
(usual). The area range of charges made by providers in the 
same community for the same services is called customary. 

To determine area range, California is divided into 28 
Meoeraphnic areas. The Monterey Peninsula is in area 12 
which consists of Monterey, San Benito, and Santa Cruz 
Counties. A charge is deemed to be reasonable based on 
judgement by local peer review considering all of the medi- 
@aeetacts and circumstances. 

Neconcmmemeontie California Blue Shield's Profes- 
Sional Relations Office, the UCRs are also categorized into 
two profiles; Medicare, Standard and CHAMPUS comprise one 
Mmeotrite whose rates are based on 1973 charges and whose 
payments amount to 80% of the allowable UCR amount. Medi- 
Cal is the other profile and pays 100% of the allowable UCR 


emount but bases the UCR on 1968 charges. 
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iomgeoMlrboweN Uoe BY BLUE SHIELD 


1 2 
Medicare Medi-Cal 
Standard Effective Effective 
Chaves lL July 1970 cady 1970 
Individual Physician's Jan - Dec 1973 July-Dec 
profile Level I Isles 
Billed Coefficient Jan - Dec 1973 
Area Profile Established physicians 75th percen- 
Level II tile (Weighted by Services) 60th per- 
New physicians 50th percentile centile 


(Weighted by Services) 


Broad Band 75th percentile 60th per- 
Level III Jan - Dec 1973 centile 


Blue Shield also uses three levels in determining UCR 


amounts [Beauchamp]. 


Level I 


The Level 1 profile is the amount which best repre- 
sents the actual charges which were made for a given 
service by a provider to Blue Shield during a data base 
peri1od. 


inmeaevertopingeene Leyel 1, each charge the provider 
magae fOr the Service 1s used. This data is collected 
and stored as claims are processed in each program. The 
charges are arrayed in ascending order and the lowest 
Beetarbeciarce which 1S high enough to include the median 
of range of charge data is selected as the Level I. 


How to Develop a Level I 


Array the charges for each provider - each procedure 
from lowest to highest: 


Procedure 90040 


Charge Number of Services 
$5.00 30 
6.00 4Q0 ----- MEDIAN 
7.00 35 


105 charges 
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The median is that charge above and below which one-half 
of the charges fall. In this example, the median would 

fall at the S3rd item, which is a charge of $6.00. The 

Level I is $6.00. 


What 1s a Level I Billed Coefficient 

There are approximately 3609 procedure numbers in the 
1969 California Relative Value Study. The CRVS was 
developed as a method of identifying the values of each 
procedure or service provided; the CRVS is composed of 
different sections such as medicine, surgery, radiology, 
pathology and anesthesiology. Not all providers during 
a data base period bill for each procedure in the CRVS. 


An equitable way to reimburse providers in the absence 

of a Level I, is to employ the Level I Billed-Coefficient 
G@omncept. “Ihis coefficient iS an average per unit for 
Saeletype on Service. To arrive at a fee, the relative 
value unit is multiplied by the billed coefficient which 
1s a dollar amount. The lesser of the billed amount, 
Mewel sls coerticient times the 1969 CRVS of Level II is 
determined for payment. 


How to Develop a Level I Billed Coefficient 





Doctor A 
1969 Number of Weights of 
Procedure Level I RVU Coefficient Services Coefficients 
90000 $15.00 20.0 275 6 S 4.50 
90020 So 00 70.0 250 LO 5.00 
90040 8.00 O20 sow 100 67.00 
90050 OOO 16.0 1s) & 4 2.48 
90 L40 OOO ZORRO 50 20 ORO” 
140 $88.98 


Level I Billed Coefficient = 


Total of Weighted Coefficients | 88.98 


Total Number of Services 140 = oem 





This provider's Level I Billed Coefficient or average 
per medicine unit is equal to $.64. 


Level II 


Level II is the upper limit of payment unless unusual 
SiraelmstbanGcesmare Present im a particular case. 
iieweeve lelleprorile as calculated at the 75th percen- 
Giles ot werolted Level i's. In the calculation, each 
Level I is weighted by how often the provider rendered 
telve cle tv Cee. 
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i veve lel ieatetne 50th percentile is also developed 
Pim ticmmew = PpaySiteidn concept. Such physicians 
Melidcmwiephyoteians beginning their first practice 
who do not have three months of charge data during the 
base period and (2) established physicians who begin 
practice in a new locality. 

These 50th percentile Level II amounts are used to estab- 
lish Level I and Level II coefficient values which are 
input values for the new provider concept. 


How to Develop a Level II 


Number of Services Cumulative Cumulative 
Level I Rendered by provider Services Percentage 
$5.00 1402 28 1402 28 
6.00 ae eS 22 2517 50 
ae “0 CINE. ge a ee. 
8.00 803 16 5000 100 
5000 


Since Level II is defined as the 75th percentile, the 
profile will be that charge at or below which 75 percent 
of all charges fall. In the above example, $7.00 is the 
evel Il. 


Level III 


Level III is an average per unit charge by each section 
Cite 1969 CRVS for each specific locality. Level 
III's are calculated by taking each Level II profile for 
merocality and £969 CRVS section and dividing the Level 
iieanount by the appropriate 1969 CRVS units. Level 
III's are developed similar to the Level I Billed 
Coefficient methodology. | 


How To Compute A Level III (Broad Band Coefficient) 


Area 2 - Medicine 





Cl) cc») (3) (4) (5) 
Number 
1969 Or Weighted 
Procedure # Level II CRVS Coefficient Services Coefficient 

90250 $15.00 20.0 ws 6 u.50 
90020 30200 Ge ~50 10 5200 
90340 8.00 2a Be fi 100 6H 200 
90550 LOZ00 16.0 Se uy 2.48 
SO4ULO 42-00 2020 ~00 20 2700 
14.0 S390.98 
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Broad Band Coefficient = TS worics eo so S (ah 


Poem onie ld | 

A cost that is often not considered is the pateint's 
time when he has to take off from work. Usually, when surgery 
is scheduled, arrangements are made for a replacement on the 
job. Frequently, the surgery is cancelled or postponed, and 
that employee cannot go back to work because someone else has 
been hired to take his place for a specified period. [Gould] 

Another cost that 1S receiving some attention is that 
of travel to a health care facility. "Distance is a poten- 
tially important 'price' variable because there are costs 
of time and direct costs of travel associated with it. 
Travel may present particular problems for the old, the dis- 
abled and persons with small children." [Leveson, p. 12] 
These were discussed more thoroughly under "Fragmentation of 


Service." 
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byes FEASIBILITY OF AN HMO ON THE MONTEREY PENINSULA 


The feasibility will be evaluated from two viewpoints. 
First we will discuss the possible enrollment population and 


then propose model plans to meet the needs of the Peninsula. 


PeeeeeEOool1 BLE ENROLLMENT POPULATION 

Mimorder to evaluate possible enrollment, it 1s necessary 
meometrst look at the total population from which subscribers 
might be drawn. 

The population of the Monterey Peninsula, according to a 
1973 census is 126,000. This total includes a number of active 
duty military personnel and their dependents as well as 3,836 
military retirees and their dependents who are all eligible 
memecare at military health care facilities. However, an 
@rticle in the March 12, 1975 issue of Navy Times, reporting 
on the testimony of the Secretary of Defense before Congress, 
said that the Department of Defense, "is now ‘taking a hard 
look' at the trade-off between CHAMPUS and in-house health 
Mime tO determine the most efficient mix'". They also 
memonted the Secretary as saying that DOD is examining and 
Pestle Mew initiatives such as contracting with HMOs to 
Paevide medical care for military personnel at certain instal- 
lations. An earlier article in the September 25, 1974 issue 
eeeNavyy limes reported, 

[A] position paper prepared for the upcoming convention 


of the association of the United States Army says that 
Tpomeies to cle present military health care system 
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Pwoudd like toealteresipgniticantly the mission of the 
Military medical (Gare system to include major reduc- 
tions in medical active duty strengths and the trans- 
rer of dependent and retiree care to an HEW controlled 
national health plan." 

There is no doubt that a percentage of retirees and 
dependents presently obtain health care from civilian sources 
through the CHAMPUS program, but if all of them were forced 
to seek care from civilian sources the Peninsula's health 
Care resources would be hard pressed to meet that need. The 
fament Of this impact 1s shown in Exhibit 11, which gives 


Pieemonthly totals of treatments of these groups at the mili- 


tary medical facilities on the Peninsula. 


Fort Ord DLI* NPS#8 
Inpatient Outpatient Outpatient Outpatient Total. 
Dependents 
on Active Duty DS) Jueves leishs 11 1,455 17,926 
and Retired 
Retired 69 BS 28 lies 3,407 
Total ~63uy 19,380 as He 0 DN Se 


*Defense Language Institute Dispensary 
**Naval Postgraduate School Dispensary 


Isr ld cy Gs id Mea al 


The treatments at Silas B. Hayes Army Hospital amount to approx- 
imately half of their work load. However, Mr. Jack Rees, 
Betrent Liaison Officer at the hospital, suggests that if the 
mon-aGctave duty military work load were substantially reduced 


and thus the waiting time for general sick-call reduced, the 
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active duty military work load would increase significantly 
because of those who are staying away now due to the waiting 
bame element. 

Mr. Rees indicated that the civilian medical community as 
iemexists today could not handle the impact. He related a 
recent experience when the Hospital's OB-GYN staff was re- 
duced to one physician and all dependents were referred to 
Civilians under the CHAMPUS programs. Within two weeks a 
representative of the County Medical Society was at the hos- 
pital complaining that the community could not absorb the 
eeamca load. 

Peneresources £Or recruiting subscribers are the local 
iasenreunions. Section 1310 of PL 93-222, as described 
earlier outlines the dual choice option for HMOs if one is 
in the area. Labor unions may be an excellent source since 
if one can sell the HMO plan to the union leaders you recruit 
peeeeche laborers they represent in the area. A problem in 
some cases is that the local unions or companies are affili- 
m@eanwWwith a much larger organization that contracts with an 
ieemnity Company covering several counties or a whole state. 
uemers the case with the building trades unions, the Pacific 
Gas and Electric Company and the Pacific Telephone Company. 
However, if the HMO plan is proven more economical and pro- 
vides a more satisfactory service, we believe even those 
plomecs Can be recruited. That 1s, 1f it can be shown that 
Mitemstervices provided by the existing union plan can be pro- 


wadedeat a lower cost by the HMO plan or that more services 
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ean be provided at the same cost, obviously the unions would 
want to avail themselves of the HMO Dilan Eemiunaions: include 
approximately 4,875 members. Pacific Gas and Electric 
Company has 181 employees on the Peninsula, all covered by 
Blue Cross. The Pacific Telephone Company has approximately 
woaeeenployees also covered by Blue Cross. The Monterey 
Gilanary Insurance Fund, covering the Hotel, Restaurant and 
Bartenders Union employees has indicated a strong interest 
fam HMO plan if one were established. They represent 2,686 
employees on the Peninsula, plus some 300 retired members for 
which they provide a major medical care supplemental plan 
which takes care of costs not covered by Medicare. 

reaiepit 12 shows the mayor unions on the Peninsula, their 
Memm@ershiips, the carriers currently providing health care and 
the cost per member per month. The notation "self insured" 
refers to a fund to which the employers and/or unions contri- 
bute and from which claims are paid at times of illness. As 
can be seen, the costs vary widely and no attempt was made at 
this point to differentiate the comprehensiveness of the 
Meermerent coverages. 

Exhibit 13 gives approximately the same information 
regarding government employees. The employees listed for 
Federal government agencies are all civil service except the 
Post Office. Another group of people employed on Federal 
Reservations are those that work in the military commissarics, 
exchanges and clubs. These people are paid from non- 


mepuopriated funds, are not civil service, and were not 
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included because about 80% of them are military retirees or 
dependents. There are about 900 of the NAF employees on the 
Pemmnisuda. the only one of the listed groups which indicated 
alyeinterest in an HMO was the City of Monterey since their 
Somerape 1S up for bids each year. The member costs were not 
mmeemaed here because they were so similar to those for the 
unions. 

There are also a number of private schools in the area 
Dimeethey Only employ 167 people and expressed no active 
meeerest in an HMO at this time. 

The Chamber of Commerce in Pacific Grove expressed some 
interest in acting as an intermediary with an HMO to provide 
eemerage £or small businessmen and their employees. For 
instance in Pacific Grove there is only one business, Holman's 
Veopeamument Store, which employs more than 25 people, but 
meme nware Many small businesses. Unless their employees are 
Govered through the unions, they may be responsible for their 
own health care insurance, and at a significantly increased 
me. Monterey 1s probably the only city on the Peninsula 
that has any significant number of employers of more than 25 
people, so the various Chambers of Commerce might be a good 
Smmotiment possibility. <A factor that would require con- 
Sideration would be to determine the number of those small 
businessmen who are military retirees, as that might have a 


Slomiticant impact. 


Of 





ieee OSoLBLE STRUCTURES OF THE PENINSULA HMO 

(rem enewrirOnmation thus far presented, we feel we can 
now construct alternative models of the HMO that could be 
implemented on the Peninsula. There are a number of plans 
micemeould be studied to determine which would be best 
Suited for achieving the objectives of any HMO. We will 
Sememcder three specific plans tailored to the needs of the 
feomeerey Peninsula. All three will be non-hospital based 
plans because we feel that Community Hospital with an 86% 
occupancy rate would not be interested and Monterey Hospital, 
Geers IN an uncertain position considering the current sale 
negotiations. In all cases we will incorporate the four 
Meme divisions but will allow for flexibility in their 
organization. 

mrcariy, before implementing any innovative health care 
delivery system, one must be assured of the availability of 
the four basic elements; providers, administration, hospital 
Pemomand consumers. Ihe County Medical Society is a potential 
point of contact for recruiting local physicians. Although 
there has been some opposition by physicians in other communi- 
miecsnin the past, the Monterey County Medical Society is 
Meesentiy investigating the possibility of establishing an 
mdividual practice model HMO covering Santa Cruz and Monterey 
Pouncies. 

itesMonterey Bay Area Foundation for Medical Care would 
be the administrative branch of a Peninsula individual 


Practice HMO. Administrative options for the other HMQs 
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Sola be Organized through unions, consumer co-ops or pri- 
feameec Corporations. 

fPospitalebeds could sbe e€ontracted for at either or both 
wemene two private hospitals in the area. 

Last but not least, a minimum initial consumer enrollment 
feeuadeqduate potential growth to reach 20,000 in three years 
is desired. Potential sources for these enrollees are shown 
ioeexhibits 12 and 13, earlier in the thesis. 

In the process of planning the organizational and 
fmeereal structure of an HMO, there are several options to 
Somscider. 

Pim ibe 1S Netenecessary, it is desirable to have 
faeeot the four basic divisions of the HMO in close physical 
pmeoximity . 

Z. It is important to have the records kept in the same 
feces as the primary care center. 

3. The inpatient acute and convalescent beds do not have 
pomme at the primary center location but should be within a 
reasonable distance. 

feeelne Marketing arm and administrative services can be 
physically located almost anywhere. 

In our analysis we will be looking at an ideal model as a 
guide, knowing full well that it would not be economically 
feasible. We will list goals and objectives for a Peninsula 
nveewand then propose possible strategies for their accomplish- 
ment. An ideal health care delivery system is one that would 


Maovidemduality care -- preventive, acute and followup -- 
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moat Of SOedety in an equitable and efficient manner from 
the cradle to the grave. 

We feel confident that no one would disagree with this 
Statement. However, there are several interpretations of the 
terms "quality care", "equitable" and "efficient". For the 
purposes of this paper we will define quality care as patient 
Oriented, medically necessary procedures of acceptable medi- 
cal standards as set by a professional standards review 
organization. What is meant by equitable may be more difficult 
Gomexplain. There is a growing movement in this country 
toward guaranteeing health care as a right. Would it there- 
fore be equitable to provide health care to all at no direct 
out-of-pocket cost? It is being done in England. Is such a 
System fair to the physician? Can "quality" care be provided 
Mm such a system? Again, for the purposes of our paper and 
to avoid a long dissertation on the economics of social medi- 
aieeewe Will define "providing in an equitable manner" as 
being within the economic reach of all members of our society, 
that 1s, no one will be denied care because of inability to 
fie Erriciency’ here refers to providing any given amount 
of care at the least possible cost. 

1. Goals and Objectives 

In order to provide an ideal health care delivery 
system on the Monterey Peninsula, we propose using an HMO as 
previously discussed. Our goals for the HMO then are: 

Mem uevtae aon qiality health care to the enrollees 


around the clock, seven days a week. 
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FOr 


_LOmpmOvIdewdteecesothprility to the plan to all 
social and economic levels through a variety of prepay- 
ment options, and geographic availability by having a 
memtial Location. 

3. To increase public awareness of the availability 
Miamimportance Of preventive care through education and 
Outreach. 

4. To provide a stimulating, challenging and 
Pikedsant working environment for the professional staff. 

Se LOmpmovide LOrmmeamotabhesoreganization and to mini- 
mize staff turnover. 

(lOmacve Op ew rheninewamenree vear period an enroll- 
Heme evel which permits financial viability, since 
federal funds would not extend beyond that point accord- 
mimeo ris 93-222, Section 1308. 


The objectives developed to meet these goals are as follows: 


Goat |, To: 


a. Establish a family-oriented group medical practice 
with expanded roles for para-medical personnel. 

beeeestabhish within the Organization a peer review 
system for quality assurance of both professional and 
supporting staff activities. 

c. Establish a governing board composed of represen- 
tatives from the different interested sections of the 
COMMUN Levee. , CONSUMeErS, providers, labor unions, 


government, etc. 


feds 





For 


d. Provide for a continuing training and education 
program for members of the staff, described later. 

Cum cdical specialists en the staff or used in 
referrals shall be board certified or eligible. 

ier OvldcsoOne tne Staset Or through contract all nec- 
essary medical specialties and supporting services. 

g. Establish a system of consumer grievance adjudi- 


Cation. 


Goal 2 eho: 


For 


a. Include as eligible for enrollment, recipients of 
Mearearewand Medi-Cal, up to 30% of total enrollment. 

b. Through government subsidies provide a basic 
health plan for health care indigents (those not eligible 
for Medicare or Medi-Cal and unable to afford regular 
premiums). 

c. Offer a variety of comprehensive health care 
programs to meet the needs of the community. 

d. Assess the area or areas of enrollees concentration 
and provide primary health care centers and/or auxiliary 
erntes accomdancly so that the primary care 1S available 


Vitiinweenmmit les Of at least 90% of the enrollees. 


Goal 3, 10 


a. Recruit workers from the community to go out into 
miemconmumecy to help residents identify health care 
needs, explain what health services are available and how 
to use them; assist with transportation problems, langu- 
age barriers and any other problems that might hinder a 


SeiZenet rom Obtaining health care. 
We 





ney 


6 


b. Maintain liaison with the County Health Depart- 


MoVeNOnmnealonmeaqucatlonmeand Ollitreach Services. 


Goal 4, To: 


Qe MoOvscesriicm ror iisecrvyice and outservice educa- 
tion. For physicians, 1 medical conference per year, for 
Mimeces, 1 OUbService per year and weekly inservice programs. 

b. Provide time for staff conferences. A minimum of 
eiewnoun Di-monthiy 1s the usual time allotted. 

c. Encourage and coordinate research efforts. 

d. Provide adequate ancillary staff so that profes- 
Sional staff are not involved in non-professional tasks. 

e. Involve representation from professional staff m 
the planning of the physical plant facility. 

MPOssibemulems1 Ze Greche processional and ancillary 
afar are commensurate With the current enrollment. 

¢. Provide flexible problem-solving mechanisms be- 
tween professional staff and administrative services and 
among the professional staff members. 

h. Compensation and fringe benefits to be competi- 
fimo in Ghewarea . 

Pa uUenomiiey sandweOnurol L£Unetions to be retained 
oro cachieprotLessional group. In other words, doctors 
Momlasne responsible for the actions of other doctors, 
meses tor nurses, etc. 

ie epi provider=patient agreement on binding 
arbitration of malpractice disputes permitting the use of 


Ten ecuiimeiestield of Controversy to present arguments. 


Ie 





Ror 


a 


This would substantially reduce malpractice insurance 
PrenmonioeeOr dAdeuOmoer 1S member physicians and yet pro- 
vide for just compensation of a plaintiff in a case of 


actual medical malpractice. 


poale a. 10: 


Ror 


a. Recruit as many staff personnel as possible from 
the present population of the Peninsula since they would 
already be settled in the area and would not be as apt to 
Wane tO relocate. 

Dbeeeeoeckt Ware Seales tombe competitive in the local 
labor market. 

c. Set fringe benefits to be competitive in the 
local labor market. 

d. Devise an organizational plan allowing for both 
vertical and horizontal promotion or advancement of 


Pee sOnneimwLthiin the system. 


Geak 6, To: 


Va Ccemunt Astotalso.. 20,000 subscribers within three 
Moons eaWwitieansinitialsenzsollment of 3,000 growing at an 
muctace Gatceor SOU per month. 

be Premiums must be competitive with other health 
plans Im the area and adequate to cover expenses over 
and above government subsidies once the 20,000 enrollment 
iene acned. 

Bee otrategies 


In this section we will describe three organizational 


‘weearectes for meeting the goals and objectives previously 
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ieoted, The elements of our HMO will follow the guidelines 
Of Dr. Paul O'Rourke's Richmond Model Cities study with some 
modification. 

Pi epeniany weane cemeer Capable of providing the 
majority of the health care needs of the enrollees. This 
center would provide such ambulatory services as screening, 
meevention, diagnosis and treatment of medical, surgical 
and dental disease, and primary mental health. This would 
Bueemae recovery beds for outpatient surgical procedures. 
The administrator of Surgi-Center in Phoenix, Arizona stated 
meas telephone interview that 40% of all surgical procedures 
could be done on an outpatient basis [Freeman]. 

Jee byeconeGact, ane agequate number of currently 
available hospital beds to accomodate the expected needs of 
the HMO's ultimate enrollment. 

See bY weentract, lone term medical rehabilitation 
and extended care beds. 

oy econtract, mursing home care. 

5. By contract, specialty referrals for services 
motecovered by HMO staff. 

6. Provision of a home care program. 

joe OUereach clinaes ameoutlying areas manned by 
specially trained paramedical personnel with telephone communi- 
cation for physician referral. 

aw HM@ Usine federal Government Facilities 
Strategy number one involves the use of idled 


Federal Government facilities or those that are not fully 
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terized at the Silas B. Hayes Memorial Hospital at Fort Ord. 
iMmese facilities could not be used to the detriment of their 
Peenary Nission which 1s the care of active duty personnel. 
intense Of Federal plant facilities by civilian communities 
immmoet exactly unheard of or without precedent. The 

Meameanez Health Center in Martinez, California has contracted 
with the Veterans Administration Hospital in Martinez to 
tome Certain facilities such as laboratories under Article 
Mamet e 96, U.S. Code™ Also Article 2667, Title 10, U.S. 
Code states, 

Whenever the Secretary Of a military department 
considers it advantageous to the United States, he may 
metse tO such a Lessee and upon such terms as he con- 
Siders will promote the national defense or be in the 
pueite interest, real or pérsonmal property that is 

(1) under the control of that department; 

(2) not for the time needed for public use; and 

fmenOmmexcecs Property, as defined by Section 

Seoul he 4 0: 
iomene Department of Defense should transfer dependent and 
memaree care to the civilian sector, this will amount to 
20,989 outpatient visits and 344 inpatient admissions per 
month, clearly there would result idleplant property at the 
Fort Ord Hospital that could be leased for use by the HMO 
for convalescent and acute inpatient care. As previously 
aaeped, this amounts to approximately a 50% reduction [Rees]. 
A recent study completed for the Navy by Boeing Computer 
meevices indicates that such a transfer would result in a 75% 
meeuectlOn In OUtpatient visits and a 40% reduction in total 


Seerating beds. fRoeing, Findings and Implications section} 


ieeis MOt inconceivable that this lease could even be 
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extended to the Hosmpeal Swoutpati1ent facilities, but we will 
leave that Dot Mite enOtrmonnens tO consider, This hospital 
would not necessarily be the most advantageous location for 
the primary care center. A suitable building should be located 
in Monterey somewhere near Cass or Pacific Streets to house 
administrative services and a primary care center. This 

Poo be the entry point into the HMO. As indicated earlier, 
seetable buildings housing administrative services, primary 
@eeeecenter and possibly auxiliary clinics should be located 
memeecrGilitate access. If further research shows that the 
enrollee population is widely scattered over the whole 
Peninsula without any significant areas of concentration, it 
meeht be advisable to locate the health center in Monterey, 
immetne Cass and Pacific Street area. Here it would be 
@ewtrally located and in proximity to a high density of 
Wemmeal specialists as well as the Monterey Hospital. Such 
eecenter could also be the nucleus for auxiliary clinics lo- 
eweed at strategic areas less accessible to the main center. 
These clinics could be manned by paramedicals who could easily 
communicate with the main center when necessary. The possi- 
bility of a mobile clinic should receive serious consideration. 
Meeareas of heavy enrollee concentration appear in another 
maeaeor in more than one area, then perhaps the primary care 
Genter should be located in the area of strongest concentra- 
tion or consideration should be given to establishing two 
centers. Care should be taken however, not to decentralize 


Pmmene wpOine Or losing the advantages of economies of scale, 
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particularly with respect to fragmentation of services. 
This organization would meet the goals and objectives as 
follows: 

A basic medical staff would be organized from individual 
Pemitary Care physicians. Initially, this would include full 
time; three Family Practice physicians, one Internal Medicine 
Physician, one Pediatrician, one OB-GYN physician and one 
fem@eral Surgeon to care for the initial 3000 enrollees. This 
would be equivalent to 10,500 persons eligible for care, 
mere a factor of 2.5 dependents for each subscriber. This 
basic staff would be augmented as the enrollment increased. 
Remerrals to medical specialists not on the staff could be 
fometed either through fee-for-service or through a contrac- 
tual agreement for a given amount of time. A system of 
hevtewing physician practices should be established on a bi- 
monthly basis by the physicians within the organization. 

Administrative services would be responsible to provide 
mieeal and supply, marketing, contractual services, house- 
Keeping services, personnel administration, patient records 
pa@esOcial service. 

The supporting staff would include the physician 
extenders and nursing service personnel. 

In order to be more responsive to the needs of the con- 
Sumers, at least 30% of the membership of the governing board 
Piomlanbe from the subscriber groups. The rest to come from 
mipenrested groups such as the labor unions, municipal govern- 


ment and the medical community. The governing board would 


IPS 





be responsible for annual review of goals and objectives. 
There are some disadvantages to starting with this type of 
HMO. 

ie As mentioned eCarizer, the patient 1s limited in 
Miemchoice of physicians to those who are on the staff of 
mie primary care center. 

oie ely aueltemeNdy eel a rather loose attachment 
[mere Orpanization and to the patients because of the "clinic" 
type atmosphere. 

Saeicre Iseamilanrce=ammrtial Outlay of capital for 
meati, equipment, building, etc. 

ecm oereacraeracilities “adds unique problems 
memenis alternative. 

Cela bpiittve =I one Or che subscribers 15 at 
eemOnGeanaers Injured cither at the hospital or on the 
oc eOl  etcmWwaymto sche mrospitale who as liable? 

Dee eUmescalctlon = Simce the Federal government 
Perce sto lcCehmeostate repulation, under whose jurisdic- 
Plone woula tie HMO™statt come while on Federal property 
mor Licensing, etc.? 

c. In event of a national emergency, the HMO may 
mace possible eviction on Short notice. 

(aweinchc a smalwayvce tne possibility of friction 
Beuvccinegltitary and Civilian personnel] working in close 
DROxmL ty. 

CmeOoONceaccemodacaon would haye to be made to 
allow subscribers to enter and leave the military reser- 


leo « 
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ice wiiwvanesystemn Of health care delivery 
would be incompatible with the military because the 
[litany provides SO umamy more eXtras, for example, as 
many as 5 X-rays for a fracture, highly sophisticated 
lab work-ups and a much more advanced use of physician 
Seerenders than the civilian Community is ready to accept. 
[Rees ] 
b. HMO Not Using Federal Government Facilities 
(ie bDastema@deeuomemee between Chis plan and the 
Mmeeeecding strategy is that in this instance, contracts for 
ijeatient beds would be with thesMemterey Hospital, Ltd. 
Meseedd of the Fort Ord facility. it is centrally located 
and within easy access of an HMO located anywhere in Monterey. 
The hospital has an average occupancy rate of 51.2%, there- 
fore, contracting for some of their beds should present no 
problems. We must keep in mind however, the possibility of 
the sale of the hospital to another health care organization 
and the impact of that move on the use of present facilities. 
MecOrmdiImncuro Che wMida-Coast Gemprehensive Health 
Meming ASSOClation there is no need for additional acute 
fmconvalescent Care hospital beds on the Peninsula. There- 
fore our IIMO plan will of necessity be using existing beds 
feomecnese types of Care. This can be done by contracting 
With current providers of beds. 
iiewOreanizatioOndbestmucture is the same as for the 


moael where Federal Government facilities were used. 
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The disadvantages of usingFederal Government facili- 
mies are not present in this plan. This plan allows for the 
Mecation of the care center in the most accessible location 
mememcne enrollees. Jt provides for centralization of patient 
Mecoras and facilitates continuity of care and comprehensive 
family-oriented care. There would be no conflict of interest 
between care of enrollees and private practice care as in 
the following strategy since the primary care physicians 
would only be providing care for the enrollees. Centraliza- 
tion would provide the advantages of economies of scale. 

c. Individual Practice Model 

In this plan the Monterey Bay Area Foundation for 
Simemeal Care will act as the health services plan contracting 
with the various subscribers, "a foundation 1s an organiza- 
tion of physicians, sponsored by a local or state medical 
P@emety, that usually contracts with industry, unions, or 
government to provide comprehensive care for specified 
meetent groups.’ [Eisenberg, p. 2} Medical services will 
actually be provided by a corporation formed by individual 
pieestetans and medical groups on the Monterey Peninsula. 
All physicians belonging to the Monterey County Medical 
fPwetmety will be eligible for participation in the corporation. 
The member physicians will have the right to carry on their 
independent private practices. The corporation would become 
involved only when the patient is covered by a foundation 


SOntcracct. 
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Subscriber groups identified as union, employees, 
governmental, individuals and others will be approached 
by the Foundation. In exchange for a prepaid capitation 
payment. the subscriber receives surety of care. Depend- 
ing upon arrangements formulated with the foundation, 
the corporation will either receive a lump sum capitation 
meee rOr the= area, Or the= physicians will be paid a 
modified fee-for-service by the foundation or corpora- 
mon.  [{MCMS] 

If for one reason or another the corporation depletes the 
meeeetion amount contracted for with the foundation for its 
mmeempetore the end of the contract period it is still 

liable for the provision of necessary health care to covered 
Subscribers during the remainder of the contract period. 

mimess would discourage unnecesSary hospitalization or treatments. 

Mimi. Ss Onvodnruadelome there 1S no primary care 
@emter, there are no full-time physicians solely for the use 
of the subscribers. The consumer has freedom of choice among 
the participating physicians. The County Medical Society is 
in process of establishing a professional standards review 
Mimeanyzation (PSRO) to assure quality of care. 

ice paycmene Foundation a predetermined 
Pout £1xed by contract. The doctor is paid by the founda- 
tion, either a lump-sum capitation rate or a modified fee-for- 
memvice. 

The Foundation provides administrative services 
which include financial and marketing, and contractual ser- 
wees. Provision has been made for a Board of Trustees 
meenoughn it does not appear on the organizational chart and 


planning is presently underway to provide for consumer 


membership on the Board. 
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One of the major advantages to this type of 
Seeenization is that there would be no large capital outlay 
to establish the program because the Foundation is already 
there and the doctors use their present offices. Foundation 
physicians are all members of the local hospital staffs and 
Can make individual arrangements with the hospitals for ad- 
Mitting patients. However, as a corporation there is the 
Speemon Of contracting with the hospital for the use of a pre- 
determined number of beds per month for a negotiated fee thus 
Beencing hospitalization costs. 

There are some disadvantages to the system. 
iiene would be no primary care center thereby perpetuating 
fragmentation of services, decentralization of records and 
loss of economies of scale. There also may be an incentive 
for physicians who combine private practice with prepaid 
contracts to give something less than optimal care to the 


@emtract patients. 


feo VvERCOMING RESISTANCE 

Bennis, et al, have recommended twelve general principles 
Somecrning resistance to change which should be considered 
when planning for an innovative change. 

Mie ResiSeance wel bewtess af administrators, 
Peachers, board members and community leaders feel that the 
project is their own -- not one devised and operated by 
Sesrraers.'° (pb, 496] For example, leaders from unions, 


Meaenelr S Organizations and civic groups should be included 
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mimerinal planning. These are the groups from which would be 
drawn the subscribers to the HMO and therefore would be 
‘involved in helping to shape the organization to meet their 
needs. 

iz. Resistance will be less if the project has whole- 
femered support from top officials of the system."' [Ibid.] 
mimeetrining the medical care system as it now exists, these 
leaders would be those of the medical society and perhaps the 
mea hospital administrators. 

oe. eo horedice  Vemieapcmiltess if participants see the 
emanmee as reducing rather than increasing their present 
burdens."' [Ibid.}] It would be necessary to emphasize that 
meaewchange will improve accessibility to the health care 
system. Hopefully better service will be offered for the 
Same, Or less money. 

"4, Resistance will be less if the project accords 
with values and ideals which have long been acknowledged by 
femeereipants.’’ ([Iibid.} Health is a basic value which most 
meepre hold in high esteem. Through emphasis on preventive 
mominaintenance care, health of the enrollees should be 
improved. By offering free choice of physicians among those 
eameene HMO staff and making provision for changes in the 
eee OL dissatisfaction on the part of either patient or 
meerer, the desire for individualized care can be partly met. 

So eecccistance witli be fess if the program offers the 
Memeo enmew experience which interests participants." [p. 497] 


The community must be educated to the differences between the 
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emeconcept and the fee-forsaservice indemnity insurance type 
health care program. They must be convinced of the value of 
Mmmemprevyentive aspects of HMO medicine through education and 
Giteceach. 

m6. Resistance will be less if participants feel that 
Picwoeautonomy and their security 1s not threatened."' [Ibid.] 
fegeoenting the HMO as one of several choices of care retains 
Mm@emeonsumers autonomy and he is secure in his ability to opt 
Oiteeir he 1S not satisfied. 

"7, Resistance will be less if participants have 
weaned in diagnostic efforts leading them to agree on what 
the Dasic problem is and to feel its importance." [Iibid.] 

In our investigations we have discovered that dissatisfaction 
already exists regarding the health care delivery system on 
Mmeeweeninsula, and an initial three alternatives are presented 
here for their consideration. Before a decision is made regard- 
jimmeene Structure of the delivery system, representatives 

Of a wide range of groups from all of the areas should be 
meement into the planning sessions. 

Memes isStanec) will ibemlessat the project is adopted 
iyeeonsensual group decision." [fibid.] We would recruit and 
fee local members of the community to make presentations to 
mmeec ana women's Organizations, unions, etc. to facilitate 
ferme CONSensus. Care must be exercised to present a realistic 
merure Of the plan and not promote false expectations. 

mo. Resistance will be reduced if proponents are able 


to empathize with opponents; to recognize valid objections and 
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to take steps to relieve unnecessary fears." [Iibid.] Some 
of the fears related to use of HMO type care are impersonali- 
feeron of Care which can be counteracted, and lack of choice 
of physician which is only partial since they have a choice 
among the physicians in the group and can change if they so 
desire. Opponents to the plan should be invited to partici- 
fimeer in the initial planning so that their objections can be 
dealt with. 

Mititekesistanmce willbe reduced 1f 1t 1S recognized 
that innovations are likely to be misunderstood and misinter- 
preted, and if provision is made for feedback of perceptions 
mameme project and for further clarification as needed." 

Ip: 497} Establishment of an information center would provide 
Speakers for organizations as well as information as requested 
by individuals. 

MMi cmbotanccuwull be neaucca lt Participants 
Seepetitence acceptance, Support, trust, and confidence in 
mmemr relations with one another." [Ibid.} This principle 
Hoemts up the need to establish and maintain open channels 
of communication among the participants. 

eo seo coiecawmiMameercauced 11 the project 15 
mieeopen tO revision and reconsideration if experience 
micseates that changes would be desirable." [Ibid.] Annual 
review of goals and objectives by the Governing Board would 
Satisfy this principle. As discussed previously, 30% of the 
membership of the Governing Board would come from the sub- 


Seniber group. 
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[imetew tial dandiysts, acceptance by the consumer and 
_the community as a whole will depend on all perscns involved 
meene HMO, ihe ancillary personnel as well as the physicians 
must strive for patient-oriented health care and consumer 
Betistaction. Such satisfaction will result in word-of-mouth 
aime rtising throughout the community thus helping to sustain 


Steady growth. 
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V. CONCLUSIONS 


It should be obvious by now that a health care delivery 
System is very complex and it is not feasible to define any 
one problem or issue, the solving of which would result in the 
meme system. fhe heaith care delivery system in this 
@eumery iS one of the best in the world. As pointed out in 
Our introduction, Campbell in her book “Economics of Heaith 
Haemeeubaic Policy”, indicates that heaith care is a substan- 
tial part onan: COU. cmp rOScematilonal product... This 
Maes tO mind the motto of the Ninth Naval District's Dental 
Poserve Program in 1965; "We are the biggest and the best, 
mimeoniy problem is how to get better." 

In this thesis we have attempted to accomodate solutions 
tO several of the problems found to exist on the Monterey 
Feninsuia by proposing alternative HMO models which the 
authors believe to be a way of soliving these problems and to 
make an already good system better. 

We described what an HMO is and dwelled a moment on its 
Pyolucion to show that it is not a new, completely untried 
idea, but that it is a substantially proven plan that has 
only recently gained national attention because of Government 
backing. We listed a number of principles we felt largely 
meoponsibie for the success of HMO plans: provider responsi- 
Bility, prepayment, physician autonomy, utilization incentive, 


dual choice, and comprehensive coverage. A description 
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nomebowed of the basic organizational structures of HMOs. 
Advantages of HMO care over non-HMO care were discussed in 
considerable detail: (1) reduced Hospitalization and surgery 
macmreducing costs, (2) increased preventive care, resulting 
in early detection of illnesses that would require more 
Semmisticated care over a longer period of time or actually 
preventing illness, (3) economies of scale by reducing frag- 
mentation of services as well as costs by sharing common 
ealapment and supply sources, (4) quality assurance through 
Mse,ot more board-certified or board-eligible medical 
specialists, and the use of professional review. We also 
pointed out some of the disadvantages of the HMO. The dis- 
advantages were found to be: (1) possible incentive for 
Peegetcians to give less than optimum care, and (2) restriction 
meee Patients choice of physician. Either through the 
meemens' biases or just through lack of available literature 
on disadvantages, the scale seems to be heavily tipped on the 
Sme@enmor the advantages. Ihe authors did attempt to present 
meer and honest picture according to the resources avail- 
aole to then. 

Since the U.S. Government has passed legislation which 
impacts on HMOs we felt obligated to at least summarize these 
awe, ¢.8. the HMO law and the PSRO law. Again, Since we are 
talking about a California community we felt it necessary to 
describe the State Prepaid Health Plan law, 

bemore applyine the pranciples of HMOs to the Peninsula 


wemiaa tO investigate the existing health care delivery 


si 





system. When viewed as a general overall picture the figures 
do not show that there exist any significant deficiencies in 
the health care system. Upon closer examination however, some 
problems do emerge, such as: (1) fragmentation of services, 
(2) lack of attention to prevention and outreach, (3) impedi- 
MeimeontO Entry into the system, (4) a significant lag time 
Pemween provision of care and payment for it, (5) citizens of 
Pweeleast One area express dissatisfaction with the present 
yeweem, (6) lack of availability of services, and (7) the high 
cost of health care. 

Given that problems did exist, the next step was to try 
memaGetermine if indeed the establishment of an HMO plan was 
memetble. Could a sufficient number of the population be 
Sumolied to make the plan viable? Where would these enrollees 
come from? What specific HMO models would be suitable for 
the needs of the Peninsula? These questions were explored 
and possible answers posited. Goals were established and then 
Moeetives listed to meet these goals. Then three organiza- 
muomal Strategies were described to satisfy these objectives. 
Pemwrth any innovative plan, resistance is bound to arise. 

We have listed a number of suggestions to lessen this 
Semos ition. 

We must admit that our models may not satisfy all the 
meeas Of all members of the included population. There is 
still much research to be done before a final suggested model 


Can actually be presented to the community for adoption. 


We 
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AS pointed out earlier, it must be determined if the 
enrollees to the plan will be concentrated in specific areas 
or if they would be dispersed over a wide area. This know- 
imeaee 1s necessary to better determine the best location or 
locations of primary health care centers and/or satellite 
@linics. 

We also pointed out that there are a number of people who 
meemmedically indigent, that is the group whose income is too 
fipeeaetOo Qualify for Medi-Cal and yet cannot afford to pay the 
premiums for quality health care insurance. This information 
will be particularly important in determining the amount of 
Subsidy that might be required to operate an HMO plan that 
momea meet the needs of this select group. 

A closer look should be given to the health care plans 
that are presently being offered on the Peninsula to be sure 
that a proposed HMO plan would be competitive. We recommend 
[eewstems analysis cost study comparing proposed alternatives 
Veeer eCX1iSsting plans. 

The inevitable National Health Care Insurance legislation, 
whenever it finally passes, will no doubt have an impact on 
any existing plan and will probably require a number of 
changes to be implemented. 

As the study approaches the final stages, more areas to 
memresearched will evolve and perhaps resistance will increase. 


We conjecture that perseverance on the part of those honestly 
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seeking to improve the health care delivery system for the 
welfare of all concerned will result in the eventual 


weeeptance of an HMO type plan. 
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Map I 
Map II 
Map III 


Map IV 


Map V 
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Silas B. Hayes Army Hospital, Fort Ord 
Hilborne Hacienda, Seaside 


County Health and Welfare Building Site, 
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County Health Department, Monterey Branch 
Ave Maria Gonvalescent Hospital, Monterey 
Driftwood Convalescent Hospital 

Skyline Convalescent Hospital 

Community Hospital 

Beverly Manor Convalescent Hospital 

Mon tCreyeecenvwalrescent Hospital 
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[aerecwGrove Convalescent Hospital, Pacific 
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Carmel Convalescent Hospital, Carmel 
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